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Abstract 
This paper explores empirically the impact of public expenditure expansion in reducing inter-ethnic and rural-
urban income disparity. The impact is examined within the context of a Social Accounting Matrix (SAM) 
based fixed price multiplier model. Generally the results show that public expenditure expansion has 
improved income inequality in Malaysia. The public expenditure expansion significantly improved the 
distribution of income across different household groups where it reduced both the Malay-Chinese and 
Malay-Indian income inequality as well as reduced income disparity between rural and urban areas. However, 
the improvement in income inequality is much larger in the Eight Malaysia Plan than the Ninth Malaysia 
Plan. This could reveal that the public expenditure expansion in the Eight Malaysia Plan gave more 
opportunities to the Malay to increase their income. It could also indicate that there were differences in the 
pattern or composition of the public sector expenditure in both plans that had influenced income distribution 
among the household sector which result a more significant success in the Eight Malaysia Plan. This then lead 
to suggest further investigation on the impacts of the various components of the public expenditure on the 
different household groups.  
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1. Introduction 
 
Since independence, Malaysia economic development policies have been shaped by the government’s 
commitment of ensuring that the benefits of economic growth are shared equitably among all Malaysians; the 
Malay, Chinese, Indian and other races. This commitment is made upon the realization that greater equity in 
the distribution of income and equal opportunities for wealth creation is essential for sustaining economic 
growth as well as for the insurance of social stability especially for multi-ethnic country like Malaysia. 
 
There was a remarkable success in reducing poverty of almost all Malaysian but the success in reducing 
income inequality is unclear. Incidence of poverty decreased tremendously from 52.4 percent of population in 
1970 to 3.6 percent of population in 2007. While for income inequality, the figure has only slightly reduced to 
0.462 in 2004 from 0.506 in 1970. The trend of income inequality shows that even though income inequality 
declined in the 1970s and 1980s, it rose again in late 1990s and early 2000s. Income inequality however 
declined back in recent years. Generally, the income disparities between the Malay and Chinese and Malay 
and Indian have improved throughout the period of 1970 to 2004, however, the income disparity ratio still 
high which the income of the Chinese is more than one and half times the income of the Malay and the 
income of the Indian more than one time the income of the Malay during 2000s. Meanwhile, urban-rural 
disparities seem to have risen. Income disparity between urban and rural households deteriorated from 1:1.81 
in 1999 to 1:2.11 in 2004. 
  
It appears that income inequality still a problem in Malaysia, therefore, in the Ninth Malaysia Plan (2006-
2010) the commitment to improve the distribution of the fruits of further economic growth is reaffirmed. 
Stronger effort is given towards addressing persistent inequalities and improving distribution. In line with this, 
the public sector allocates a huge amount of expenditure. The total amount of public sector expenditure rose 
to RM1,051.4 billion in the Ninth Malaysia Plan, an increase from RM781.8 billion during the Eight Malaysia 
Plan (2001-2005) and RM500.8 billion during Seventh Malaysia Plan (1996-2000). 
 
2. Literature  review 
 
Dorosh and Sahn in 1997, was include a reduction in government spending in their SAM models for four 
countries in Africa; Cameroon, Gambia, Madagascar and Nigeria to simulate the effects of policy reform on 
real incomes of various household groups. They present counterfactual simulations that elucidate important 
pathways by which policy reforms affect real incomes of poor households. They successfully proved the 
relevance of SAM model for highlighting and addressing issues related to public expenditure and income 
distribution and poverty. Before that Keuning and Thorbecke in 1989 has done a study on the impact of public 
expenditure on income distribution in Indonesia also for the World Bank. They found that the impact of a 
reduction in government expenditures affects sectoral output and income growth and for the same reduction in 
public spending, the effects on the average incomes of each group and hence on poverty, will differ according 
to the budget option selected.  
 
SAM framework had a relatively short history in Malaysia. Among the pioneer of SAM in Malaysia was by 
Ramesh et al. (1980), Ahluwia and Lysy (1979) and Pyatt, Round and Denes (1984). It is important to note 
here that a significant limitation in all previous Malaysian SAM is that they merely focus on real economic 
activities or real accounts when studying income distribution without incorporated financial accounts in their 
SAM. This SAM improved the Malaysian existing SAM through the incorporation of disaggregating public 
sector capital investment and private capital investment according to different production sectors. 
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3. Methodology 
 
The direct and indirect impacts of the public expenditure policies in reducing the inter-ethnic and rural urban 
disparity is analyzed by applying Social Accounting Matrix (SAM) based fixed price multiplier analysis. This 
is done through the discussion on the impact of the public expenditure expansion on the distribution of 
income across different household groups during the Eight Malaysia Plan and Ninth Malaysia Plan. The base 
methodology of the model be used in keeping with the work by Emini and Fofack (2004), Keuning and 
Thorbecke (1989) and Pyatt, Round and Denes (1984), which represents the basis of what has so far been 
done in this area. 
FfGgYAY nnn                                              (1)  
A functional relationship between output and final demand may obtain: 
)()( 1 FfGgAIY nn                                            (2) 
where                                       
nY  -  the total receipts of the endogenous accounts 
1)(  nAI   accounting multipliers   
F -  is q x s matrix of other final demand coefficients including consumption, investment,  and exports 
f  -    is a s x 1 vector of ringgit value of other final demand by source in the base year 
G -  is a n x p matrix of public sector expenditure coefficients, whose (i.j)th element is ringgits of purchases 
from sector i per ringgit spent by jth class expenditure 
g -    is a p x 1 vector of values of expenditures by class in the base year 
I -    is a n x n identity matrix 
 
 The demand for ‘primary inputs’ in the reference year is defined by the following system of equations: 
 
EfHgBYD n                                                        (3) 
Where 
D -   is a t x 1 vector of total values of ‘primary inputs’ (indirect taxes, incomes, and surplus) 
B -   is a t x n matrix of primary inputs coefficients 
H and E - are direct primary inputs coefficients of appropriate order associated with   public sector and other 
final demand. 
 
Through the endogenizing of the expenditure pattern of these public sector expenditures programs, their 
differential impact on the socio economic system can be captured. The direct effects operate through such 
variables as wages and salaries of civil servants, commodities on which public consumption is expanded and 
production activities embedded into public investment. Then the indirect effects generated from direct effects 
are captured by the multiplier analysis. By treating public sector as an endogenous component together with 
production, household and company, this paper has modified the typical multiplier matrix. 
 
In the multiplier analysis, for any public expenditure injection anywhere in the SAM, influence is transmitted 
through the interdependent SAM system. The total, direct and indirect effects of the increase in public 
expenditure on the endogenous accounts are estimated through the multiplier process. Due to the increase in 
public expenditure, the government will demand more input goods from different sectors, employment will 
increase both in the private and public sectors and accordingly, there will be an increase in the demand for 
consumption goods. These effects work through the economy via inter-sectoral linkages. 
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4. Results and discussion 
 
Results in Table 1 show that the public expenditure expansion in both plans improves the household incomes. 
The total household income grew significantly at 6.87 percent per annum in the Eight Malaysia Plan, while 
moderately at 3.87 percent per annum in the Ninth Malaysia Plan. In the Eight Malaysia Plan, at the end of 
the planning period (2005), RM264.53 billion of household income was created, larger than the amount of 
income of RM188.02 billion, generated at the beginning of the plan (2000). Meanwhile in the Ninth Malaysia 
Plan, at the end of the planning period RM317.46 billion of household income is created, larger than the 
amount of income of RM264.53 billion, generated at the beginning of the plan (2005). 
  
Disaggregating household into different categories of ethnics and regions as in Table 1 will give clearer 
picture on the impact of public expenditure expansion on income distribution across different household 
groups. The results show that both in the Eight Malaysia Plan and Ninth Malaysia Plan, the public 
expenditure expansion significantly improved the distribution of income across different household groups. 
 
The table shows that the improvement in aggregate income of household between 2000 and 2009 is largely 
contributed by the increase in the income of the urban households. The impact on income of the urban 
household is far higher than the impact on income of the rural households for all ethnic groups.  Though the 
urban household contributes significantly to the total household incomes, the study indicates that the growth 
rate estimates in the both plans provide more opportunities to the rural household to increase their level of 
income. In the Eight and Ninth Malaysia Plan, the growth rate of income in the rural area is at 7.27 and 4.08 
percent per annum, which is slightly higher than the urban area at 6.46 and 3.65 percent per annum, 
respectively. The difference between the total incomes earned by the rural and urban households however is 
still wide and persistent and thus the income inequality among the ethnic groups is still largely explained by 
the regional income inequality. 
  
Even though income for all the ethnic groups improved due to the public expenditure expansion, the growth 
rates of income among them differ significantly. The Malay registered the highest growth rate of income, 
followed by other races, the Indian and Chinese. Similar pattern also appears for both rural and urban areas 
where the Malay income growth rate is the highest. In contrast, the growth rate of the Chinese’s income 
registers the lowest in both the rural and urban areas. 
  
In an absolute term, the result reveals that in the rural areas, the Malay’s income register the highest impact 
than other ethnics as a consequence of the public expenditure expansion but in the urban areas the Chinese’s 
income register the highest.  The highest income impact on the Malay in the rural areas however does not 
mean that each of the Malay household receives the highest income among each of the household as this 
exercise (multiplier impact) captures the effect of the total income of the household groups by ignoring the 
number of household in that group in the economy. Therefore, the study extents the analysis by dividing the 
total household income for each ethnic groups with the number of households of the respective groups. This 
will get the per capita or per household incomes received by each of the household. The number of household 
by ethnic and strata for year 2000 is obtained directly from the Population and Housing Census, 2000. Due to 
the unavailability of time series data on the number of households by ethnic and strata from year 2001 to 
2010, the study generates the number of household for this period by assuming that the growth rate for each 
household group is 3.9 percent per annum. The figure 3.9 percent is based on the total household’s growth 
rate for the period 1991-2000 (recorded in General Report of the Population Census, 2000). Table 2 shows the 
income per household that is derived from Table 1. 
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Table 1. Effects of the Eight and Ninth Malaysia Plan Public Sector Expenditure Expansion on Household 
Income Distribution 
Household 
  
RM Million 
Average annual 
growth rate (Pct) 
2000 
Average 
annual 
expenditur
e during 
8MP 
Average 
annual 
expenditur
e during 
9MP 2005 2009 
2000-
05 2005-09 
Malay 87989.67 126250.71 102364.74 
135898.4
1 
167542.8
8 9.10 4.29 
Chinese 72148.88 88146.43 78819.40 92624.09 
108071.0
6 5.21 3.23 
Indian 16113.44 20667.07 17942.27 21934.13 26229.06 6.42 3.67 
Others 1553.10 1947.06 1726.34 2092.61 2549.83 6.75 4.28 
Rural household 46612.62 64544.96 53651.79 69824.59 85784.23 7.27 4.08 
Rural – Malay 35848.83 51154.90 41760.70 55587.74 68854.45 9.17 4.37 
Rural – Chinese 7540.68 9231.43 8280.08 9776.08 11532.50 5.33 3.36 
Rural – Indian 2808.48 3601.19 3132.80 3848.93 4620.85 6.51 3.72 
Rural – Others 414.63 557.44 478.21 611.84 776.43 8.09 4.88 
Urban 
household 
131192.4
7 172466.31 147200.96 
182724.6
6 
218608.6
0 6.46 3.65 
Urban – Malay 52140.84 75095.81 60604.04 80310.67 98688.42 9.02 4.21 
urban – Chinese 64608.20 78915.00 70539.32 82848.01 96538.56 5.10 3.11 
Urban – Indian 13304.96 17065.88 14809.47 18085.20 21608.22 6.33 3.62 
Urban – Others 1138.47 1389.62 1248.13 1480.78 1773.40 5.40 3.67 
Non-citizen 10213.14 11680.95 10762.48 11983.27 13071.75 3.25 1.75 
Total income 
188018.2
3 248692.22 211615.23 
264532.5
2 
317464.5
9 6.87 3.87 
Pct of Total 
income            
Rural household 24.79 25.95 25.35 26.40 27.02     
Urban household 69.78 69.35 69.56 69.07 68.86     
Non-citizen 5.43 4.70 5.09 4.53 4.12     
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Table 2. Effects of the Eight and Ninth Malaysia Plan Public Sector Expenditure Expansion on Income 
Distribution - Income Per household 
Household 2000 
Average 
annual 
expenditure 
during 8MP 
Average 
annual 
expenditure 
during 9MP 2005 2009 
Malay 31179.26 39827.75 26670.10 42871.27 43651.60 
Chinese 56755.40 61730.55 45588.03 64866.34 62506.78 
Indian 46787.12 53423.81 38305.01 56699.13 55996.52 
Others 37710.28 42087.94 30819.63 45234.27 45521.09 
Rural household 28644.59 35311.75 24241.72 38200.17 38760.26 
Rural – Malay 26036.28 33075.70 22300.36 35941.88 36768.51 
Rural – Chinese 44271.27 48250.11 35742.61 51096.86 49782.32 
Rural – Indian 44000.05 50227.95 36087.29 53683.43 53228.45 
Rural – Others 25535.97 30564.14 21654.96 33546.50 35158.95 
Urban household 46006.75 53843.68 37954.51 57046.32 56366.36 
Urban – Malay 36079.18 46260.71 30833.33 49473.18 50209.40 
urban – Chinese 58686.93 63816.23 47111.30 66996.74 64475.49 
Urban – Indian 47421.18 54150.86 38809.54 57385.19 56626.25 
Urban – Others 45633.73 49588.02 36784.31 52841.05 52265.13 
Non-citizen 34191.70 34814.58 26492.13 35715.63 32176.46 
Total income 39354.39 46341.84 32567.19 49293.56 48857.20 
Source: Derived from Table 1 after dividing the total income for each ethnic group with the number of households of its 
respective groups. 
 
Then the income per household figure is used to calculate household income disparity ratio among ethnic 
groups. Table 3 below shows the household income disparity ratio which could act as an indicator to the 
income inequality for base year and during the Eight Malaysia Plan and Ninth Malaysia Plan. Compared to 
the base year, the result indicates that income inequality among ethnic groups improves as a result of the 
public expenditure expansion for both plans but the improvement is much larger in the Eight Malaysia Plan 
than the Ninth Malaysia Plan. For example, in the Eight Malaysia Plan, income inequality between the Malay 
and Chinese reduced from 1:1.18203 at the base year to 1:1.5499, meanwhile in the Ninth Malaysia Plan, 
income inequality between the Malay and Chinese reduced from 1.18203 at the base year to 1:1.7093. 
Similarly income disparity between rural and urban areas improves in both plan and the improvement is larger 
in the Eight Malaysia Plan than the Ninth Malaysia Plan. Income disparity between the rural and urban area 
improved from 1:1.6061 at the base year to 1:1.5248 and to 1:1.5657 during the Eight Malaysia Plan and 
Ninth Malaysia Plan respectively. It is also observed that income inequality in the rural areas is higher than 
urban areas at the base year. Income inequality for the Malay and Chinese for example in the rural areas is 
1:1.17004 and 1:1.6266 in the urban. Due to the public expenditure expansion, income inequality in the rural 
as well as urban improved in both plans but income inequality in rural areas is still higher than urban areas.  
 
This result reveals that the public expenditure expansion in the Eight Malaysia Plan gives more opportunities 
to the Malay to increase their income and therefore the public expenditure expansion has a significant impact 
on reducing the Malay-Chinese income inequality, as well as the Malay-Indian and Malay-other income 
inequality but at a lesser extent. The public expenditure expansion also has reduced the regional urban-rural 
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income inequality during this period. During the Ninth Malaysia plan, the impact of the public expenditure 
expansion on the income inequality is marginal. If compare with the Eight Malaysia Plan, during the Ninth 
Malaysia Plan, the impact of the public expenditure expansion reduced and caused the increase in the income 
inequality among ethnic groups and regions. 
  
Overall, the result reflects that the public expenditure expansion in the Eight and Ninth Malaysia Plan have 
improved the household income inequality. Nevertheless, the result also indicates that the increase in the total 
public expenditure from the base year to the Eight Malaysia plan and Ninth Malaysia Plan does not promise 
the reduction of income inequality at the same magnitude.  
 
Table 3. Household Income Disparity Ratio as a Result of the Public Expenditure Expansion 
Household Base year (2000) 8MP 9MP 
Malay : Chinese 1 : 1.8203 1 : 1.5499 1 : 1.7093 
Malay : Indian 1 : 1.5006 1 : 1.3414 1 : 1.4363 
Malay : Other 1 : 1.2095 1 : 1.0567 1 : 1.1556 
Rural    
Malay : Chinese 1 : 1.7004 1 : 1.4588 1 : 1.6028 
Malay : Indian 1 : 1.6900 1 : 1.5186 1 : 1.6182 
Malay : Other 1 : 0.9808 1 : 0.9241 1 : 0.9711 
Urban    
Malay : Chinese 1 : 1.6266 1 : 1.3795 1 : 1.5279 
Malay : Indian 1 : 1.3144 1 : 1.1706 1 : 1.2587 
Malay : Other 1 : 1.2648 1 : 1.1706 1 : 1.1930 
     
Rural : urban 1 : 1.6061 1 : 1.5248 1 : 1.5657 
Source: Derived from Table 2. 
 
Conclusion 
 
The findings from the analysis of the impact of the public expenditure expansions in reducing the inter-ethnic 
and rural-urban disparity reflect that the public expenditure expansion do improve inter-ethnic income 
disparity and rural-urban disparity. Both public expenditure expansions in the Eight and Ninth Malaysia Plan 
generate more benefits to the low income groups, particularly the Malay. The impact of this component of 
public expenditure seems to favor Malay household groups as opposed to other ethnics as well as rural 
household group as opposed to urban household. Hence, it could be said that, the public expenditure 
expansion has reduced the income inequality between ethnics and rural-urban areas. 
  
The result also indicates that the continuous increase in the total public expenditure from base year to the 
Eight Malaysia Plan and to Ninth Malaysia Plan does not promise the consistent magnitude improvement in 
income inequality. Improvement in income inequality is much larger in the Eight Malaysia Plan as compared 
to the Ninth Malaysia Plan. 
  
The above findings imply that the implementation of strategy to achieve equality goals by using public 
expenditure is important and should be continue in future. However, the government should also note that 
different emphasis on income inequality reflected by the different impacts of public expenditure in different 
Malaysia Plans, has contributed much to the change in income inequality. Hence, the government should 
realize the fact that how the government increases public spending has important policy implications in terms 
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of whether the poor are benefited. To design a pro-poor public expenditure programs, government need to 
assess the distributional effects of the spending programs. 
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